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Union  Calendar  No.  596 

74th  Congress    )    HOUSE  OF  KEPRESENTATIVES    j        Keport 

1st  Session        J  (      No.  1G81 


THE  REVENUE  BILL  OF  1935 


July  30,  1935. — Committed  to  the  Committee  of  the  Whole  House  on  the  state 
of  the  Union  and  ordered  to  be  printed 


Mr.  DouGHTON,  from  the  Committee  on  Ways  and  Means,  submitted 

the  following 

EEPORT 

[To  accompany  H.  R.  8974] 

The  Committee  on  Ways  and  Means,  to  which  was  referred  the  bill 
(H.  R.  8974)  to  p)rovide  revenue,  equahze  taxation,  and  for  other  pur- 
poses, report  it  hack  to  the  House  without  amendment  and  recom- 
mend that  tlie  bill  do  pass. 

The  need  for  such  a  bill  was  called  to  the  attention  of  the  Congress 
by  the  President  of  the  United  States  in  his  message  dated  June  19, 
1935,  which  is  quoted  in  full  below: 

To  the  Congress  of  the  United  States: 

As  the  fiscal  year  draws  to  its  close  it  becomes  our  duty  to  consider  the  broad 
question  of  tax  methods  and  pohcies.  I  wish  to  acknowledge  the  timely  efforts 
of  the  Congress  to  lay  the  basis  through  its  committees  for  administrative  im- 
provements, by  careful  study  of  the  revenue  systems  of  our  own  and  of  other 
countries.  These  studies  have  made  it  very  clear  that  we  need  to  simplify  and 
clarify  our  revenue  laws. 

The  Joint  Legi>;lative  Committee,  established  by  the  Revenue  Act  of  1920,  has 
been  particularly  helpful  to  the  Treasury  Doj)artment.  The  members  of  that 
committee  have  generously  consulted  with  administrative  officials,  not  only  on 
broad  questions  of  policy  but  on  important  and  difficult  tax  cases. 

On  the  basis  of  these  studies  and  of  other  studies  conducted  by  officials  of  the 
Treasury,  I  am  able  to  make  a  number  of  suggestions  of  important  changes  in  our 
policy  of  taxation.  These  are  based  on  the  broad  principle  that  if  a  government  ia 
to  be  prudent  its  taxes  must  produce  ample  revenues  without  discouraging  enter- 
prise; and  if  it  is  to  be  just  it  must  di.stributc  the  burden  of  taxes  equitabh'.  I  do 
not  believe  that  our  present  system  of  taxation  completely  meets  this  test.  Our 
revenue  laws  have  operated  in  many  ways  to  the  unfair  advantage  of  the  few,  and 
they  have  done  little  to  prevent  an  unjust  concentration  of  wealth  and  economic 
power. 

With  the  enactment  of  the  income-tax  law  of  1913  the  Federal  Government 
began  to  apply  effectiveh'  the  widely  accepted  princii)le  that  taxes  should  be 
levied  in  proportion  to  ability  to  pay  and  in  proportion  to  the  benefits  received. 
Income  was  wisely  chosen  as  the  measure  of  benefits  and  of  abihty  to  pay.  This 
was  and  still  is  a  wholesome  guide  for  national  policy.  It  should  be  retained  as  the 
governing  principle  of  Federal  taxation.     The  use  of  other  forms  of  taxes  is 
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often  justifiable,  particularly  for  temporary  periods;  but  taxation  according;  to 
income  is  the  most  elTective  instrument  yet  devised  to  obtain  just  contribution 
from  those  best  able  to  bear  it  and  to  avoid  placing  onerous  burdens  upon  the  mass 
of  our  people. 

The  movement  toward  progressive  taxation  of  wealth  and  of  income  has  accom- 
panied the  growing  diversification  and  interrelation  of  effort  which  marks  our 
industrial  society.  Wealth  in  the  modern  world  does  not  come  merely  from  indi- 
vidual effort;  it  results  from  a  combination  of  individual  effort  and  of  the  manifold 
uses  to  which  the  community  puts  that  effort.  The  individual  does  not  create  the 
product  of  his  industry  with  his  own  hands;  he  utilizes  the  many  processes  and 
forces  of  mass  production  to  meet  the  demands  of  a  national  and  international 
market. 

Therefore,  in  spite  of  the  great  importance  in  our  national  life  of  the  efforts  and 
ingenuity  of  unusual  individuals,  the  people  in  the  mass  have  inevitably  helped  to 
make  large  fortunes  possible.  Without  mass  cooperation  great  accumulations  of 
wealth  would  be  impossible  save  by  unhealthy  speculation.  As  Andrew  Carnegie 
put  it,  "Where  wealth  accrues  honorably,  the  people  are  always  silent  partners." 
Whether  it  be  wealth  achieved  through  the  cooperation  of  the  entire  community 
or  riches  gained  by  speculation — in  either  case  the  ownership  of  such  wealth  or 
riches  represents  a  great  public  interest  and  a  great  ability  to  pay. 

I 

My  first  proposal,  in  line  with  this  broad  policy,  has  to  do  with  inheritances 
and  gifts.  The  transmission  from  generation  to  generation  of  vast  fortunes  by 
will,  inheritance,  or  gift  is  not  consistent  with  the  ideals  and  sentiments  of  the 
American  people. 

The  desire  to  provide  security  for  one's  self  and  one's  family  is  natural  and 
wholesome,  but  it  is  adequately  served  by  a  reasonable  inheritance.  Great 
accumulations  of  wealth  cannot  be  justified  on  the  basis  of  personal  and  family 
security.  In  the  last  analysis  such  accumulations  amount  to  the  perpetuation  of 
great  and  undesirable  concentration  of  control  in  a  relatively  few  individuals  over 
the  employment  and  welfare  of  many,  many  others. 

Such  inherited  economic  power  is  as  inconsistent  with  the  ideals  of  this  gener- 
ation as  inherited  political  power  was  inconsistent  with  the  ideals  of  the  gener- 
ation which  established  our  Government. 

Creative  enterprise  is  not  stimulated  by  vast  inheritances.  They  bless  neither 
those  who  bequeath  nor  those  who  receive.  As  long  ago  as  1907,  in  a  message  to 
Congress,  President  Theodore  Roosevelt  urged  this  wise  social  policy: 

"A  heavy  progressive  tax  upon  a  very  large  fortune  is  in  no  way  such  a  tax  upon 
thrift  or  industry  as  a  like  tax  would  be  on  a  small  fortune.  No  advantage  comes 
either  to  the  country  as  a  whole  or  to  the  individuals  inheriting  the  money  by 
permitting  the  transmission  in  their  entirety  of  the  enormous  fortunes  which 
would  be  affected  by  such  a  tax;  and  as  an  incident  to  its  function  of  revenue 
raising,  such  a  tax  would  help  to  preserve  a  measurable  equality  of  opportunity 
for  the  people  of  the  generations  growing  to  manhood." 

A  tax  upon  inherited  economic  power  is  a  tax  upon  static  wealth,  not  upon 
that  dynamic  wealth  which  makes  for  the  healthy  diffusion  of  economic  good. 

Those  who  argue  for  the  benefits  secured  to  society  by  great  fortunes  invested 
in  great  businesses  should  note  that  such  a  tax  does  not  affect  the  essential  bene- 
fits that  remain  after  the  death  of  the  creator  of  such  a  business.  The  mechan- 
ism of  production  that  he  created  remains.  The  benefits  of  corporate  organiza- 
tion remain.  The  advantage  of  pooling  many  investments  in  one  enterprise 
remains.  Governmental  privileges  such  as  patents  remain.  All  that  is  gone  is 
the  initiative,  energy,  and  genius  of  the  creator — and  death  has  taken  these  away. 

I  recommend,  therefore,  that  in  addition  to  the  present  estate  taxes,  there 
should  be  levied  an  inheritance,  succession,  and  legacy  tax  in  respect  to  all  very 
large  amounts  received  by  any  one  legatee  or  beneficiarj-;  and  to  prevent,  so  far  as 
possible,  evasions  of  this  tax,  I  recommend  further  the  imposition  of  gift  taxes 
suited  to  this  end. 

Because  of  the  basis  on  which  this  proposed  tax  is  to  be  levied  and  also  because 
of  the  very  sound  public  policy  of  encouraging  a  wider  distribution  of  wealth,  I 
strongly  urge  that  the  proceeds  of  this  tax  should  be  specifically  segregated 
and  applied,  as  they  accrue,  to  the  reduction  of  the  national  debt.  By  so  doing 
we  shall  progressively  lighten  the  tax  burden  of  the  average  taxpayer,  and, 
incidentally,  assist  in  our  approach  to  a  balanced  Budget. 
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II 


The  disturbing  effects  upon  our  national  life  that  come  from  great  inheritances 
of  wealth  and  power  can  in  the  future  be  reduced,  not  only  through  the  method 
I  have  just  described,  but  through  a  definite  increase  in  the  taxes  now  levied 
upon  very  great  individual  net  incomes. 

To  illustrate:  The  application  of  the  principle  of  a  graduated  tax  now  stops 
at  $1,000,000  of  annual  income.  In  other  words,  while  the  rate  for  a  man  with 
a  $6,000  income  is  double  the  rate  for  one  with  a  $4,000  iacome,  a  man  having  a 
$5,000,000  annual  income  pays  at  the  same  rate  as  one  whose  income  is  $1,000,000. 

Social  unrest  and  deepening  sense  of  unfairness  arc  dangers  to  our  national  life 
which  we  must  minimize  by  rigorous  methods.  People  know  that  vast  personal 
incomes  come  not  only  through  the  effort  or  ability  or  luck  of  those  who  receive 
them,  but  also  because  of  the  opportunities  for  advantage  which  the  Government 
itself  contributes.  Therefore  the  duty  rests  upon  the  Government  to  restrict 
such  incomes  by  very  high  taxes. 

Ill 

In  the  modern  world,  scientific  invention  and  mass  production  have  brought 
many  things  witlnn  the  reach  of  the  average  man  which  in  an  earlier  age  were 
available  to  few.  With  large-scale  enterprises  has  come  the  great  corporation 
drawing  its  resources  from  widely  diversified  activities  and  from  a  numerous 
group  of  investors.  The  community  has  profited  in  those  cases  in  which  large- 
scale  production  has  resulted  in  substantial  economies  and  lower  prices. 

The  advantages  and  the  protections  conferred  upon  corporations  by  Govern- 
ment increase  in  value  as  the  size  of  the  corporation  increases.  Some  of  these 
advantages  are  granted  by  the  State  which  conferred  a  charter  upon  the  corpora- 
tion, others  are  granted  by  other  States  which,  as  a  matter  of  grace,  allow  the 
corporation  to  do  local  business  within  their  borders.  But  perhaps  the  most 
important  advantages,  such  as  the  carrying  on  of  business  between  two  or  more 
States  are  derived  through  the  Federal  Government — great  corporations  are 
l)rotected  in  a  considerable  measure  from  the  taxing  power  and  the  regulatory 
power  of  the  States  by  virtue  of  the  interstate  character  of  their  business.  As 
the  profit  to  such  a  corporation  increases,  so  the  value  of  its  advantages  and 
protections  increases. 

Furthermore,  the  drain  of  a  depression  upon  the  reserves  of  business  puts  a 
disproportionate  strain  upon  the  modestly  capitalized  small  enterprise.  With- 
out such  small  enterprises  our  competitive  economic  s'^ciety  would  cease.  Size 
begets  monopoly.  Moreover,  in  the  aggregate  these  little  businesses  furnish  the 
indispensable  local  basis  for  those  Nation-wide  markets  which  alone  can  insure 
the  success  of  our  mass-production  industries.  Today  our  smaller  corporations 
are  fighting  not  only  for  their  own  local  well-being  but  for  that  fairly  distributed 
national  prosperity'  which  makes  large-scale  enterprise  possible. 

It  seems  only  equitable,  therefore,  to  adjust  our  tax  system  in  accordance  with 
economic  capacity,  advantage,  and  fact.  The  smaller  corporations  should  not 
carry  burdens  beyond  their  powers;  the  vast  concentrations  of  capital  should  be 
ready  to  carry  burdens  commensurate  with  their  ])owers  and  their  advantages. 

We  have  established  the  principle  of  graduated  taxation  in  respect  to  personal 
incomes,  gifts,  and  estates.  We  should  apply  the  same  principle  to  corporations. 
Todaj'  the  smallest  corporation  pays  the  same  rate  on  its  net  profits  as  the  cor- 
poration which  is  a  thousand  times  its  size. 

I,  therefore,  recommend  the  substitution  of  a  corporation  income  tax  graduated 
according  to  the  size  of  corporation  income  in  place  of  the  present  uniform  cor- 
poration income  tax  of  13^4  percent.  The  rate  for  smaller  corporations  might 
well  be  reduced  to  10^4  percent,  and  the  rates  graduated  upward  to  a  rate  of  16^4 
percent  on  net  income  in  the  case  of  the  largest  corporations,  with  such  classifica- 
tions of  business  enterprises  as  the  public  interest  may  suggest  to  the  Congress. 

Provision  should,  of  course,  be  made  to  prevent  evasion  of  such  graduated  tax 
on  corporate  incomes  through  the  device  of  numerous  subsidiaries  or  affiliates, 
each  of  which  might  technically  qualify  as  a  small  concern  even  though  all  were 
in  fact  operated  as  a  single  organization.  The  most  effective  method  of  preventing 
such  evasions  would  be  a  tax  on  dividends  received  by  corporations.  Bona  fide 
investment  trusts  that  submit  to  public  regulation  and  perform  the  function  of 
permitting  small  investors  to  obtain  the  benefit  of  diversification  of  risk  may  well 
be  exempted  from  this  tax. 
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In  addition  to  these  three  specific  recommendations  of  changes  in  oirr  national 
tax  policies,  I  commend  to  your  study  and  consideration  a  number  of  others. 
Ultimately  we  should  seek  through  taxation  the  simplification  of  our  corporate 
structures  through  the  elimination  of  unnecessary  holding  companies  in  all  lines 
of  business.  We  should  likewise  discourage  unwieldy  and  unnecessary  corporate 
surpluses.  These  complicated  and  difficult  questions  cannot  adequately  be 
debated  in  the  time  remaining  in  the  present  session  of  this  Congress. 

I  renew,  however,  at  this  time  tb.e  recommendations  made  by  my  predecessors 
for  the  submission  and  ratification  of  a  constitutional  amendment  whereby  the 
Federal  Government  will  be  permitted  to  tax  the  income  on  subsequently  issued 
State  and  local  securities  and  likewise  for  the  taxation  by  State  and  local  govern- 
ments of  future  issues  of  Federal  securities. 

In  my  Budget  message  of  January  7,  I  recommended  that  the  Congress  extend 
the  miscellaneous  internal  revenue  taxes  which  are  about  to  expire  and  also  to 
maintain  the  current  rates  of  those  taxes  which,  under  the  present  law,  would  be 
reduced.  I  said  then  that  I  considered  such  taxes  necessary  to  the  financing  of 
the  Budget  for  1936.  I  am  gratified  that  the  Congress  is  taking  action  on  this 
recommendation . 

Franklin  D.  Roosevelt. 

The  White  House,  June  19,  19S5. 

The  bill  as  reported  consists  of  four  titles.  Title  I  contains  certain 
amendments  to  the  Revenue  Act  of  1934  and  provides  for  higher  sur- 
taxes on  surtax  net  incomes  in  excess  of  $50,000;  for  a  graduated  in- 
come tax  on  corporations  iii  lieu  of  the  present  uniform  rate;  and  for 
a  graduated  excess-profits  tax  on  corporations  m  heu  of  the  present 
excess-profits  tax  of  5  percent.  Title  II  proposes  an  inheritance 
tax,  in  addition  to  the  existing  estate  taxes.  Title  III  proposes  a 
gift  tax  ©n  donees  m  addition  to  the  existing  gift  tax  on  donors. 
Title  IV  contains  certain  general  provisions.  It  is  hoped  that  the 
enactment  of  these  titles  into  law  will  remedy  some  of  the  defects 
of  our  present  tax  system,  will  provide  substantial  revenue,  and  will 
carry  out  the  major  policies  recommended  by  the  President  in  his 
message.  It  is  believed  that  in  a  full  year  of  operation,  under  present 
improving  business  conditions,  the  annual  additional  revenue  which 
will  be  secured  from  the  enactment  of  the  bill  will  be  as  follows: 

Source  of  revenue  and  esiiviated  additional  revenue 

Increased  surtaxes $45,  000,  000 

Graduated  corporation  tax 15,  000,  000 

Excess-profits  tax 100,  000,  000 

Inheritance  tax 86,  000,  000 

Gift  tax 24,  000,  000 

Total 270,000,000 

If  business  improves  further,  the  provisions  in  this  bill  may  ulti- 
mately bring  in  as  much  as  350  to  450  millions  of  dollars  in  additional 
revenue  annuall}'-. 

The  proposals  contained  in  the  bill  will  now  be  described  separately. 

INCREASED    SURTAXES 

Section  101  of  title  I  of  the  bill  provides  for  increased  surtax  rates 
in  the  case  of  surtax  net  incomes  in  excess  of  $50,000.  The  surtax 
rates  on  surtax  net  incomes  up  to  $50,000  remain  unchanged.  The 
foUow-ing  table  shows  the  proposed  rates  in  comparison  with  the 
existing  rates  as  well  as  the  total  proposed  sm'taxes  and  existing 
surtaxes  computed  on  the  upper  limit  of  each  bracket: 
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Revised  surtax  schedule  beginning  at  $50,000 


Surtax  net  income  bracket 


$50,000  to  $56,000- 

$56,000  to  $62,000 

$62,000  to  $68,000 

$68,000  to  $74,000 

$74,000  to  $30,000- 

$80,000  to  $90,000 

$90,000  to  $100,000 

$100,000  to  $150,000.... 
$150,000  to  $200,000-... 
$200,000  to  $250,000-..- 
$250,000  to  $300,000-... 
$300,000  to  $400,000--.. 
$400,000  to  $500,000--. 
$500,000  to  $750,000---. 
$750,000  to  $1,000,009-. 
$1,000,000  to  $2,000,000 
$2,000,000  to  $5,000,000 
Over  $5,000,000 


Proposed 
rate  per- 
cent 


Present 
rate  per- 
cent 


Proposed 
total  sur- 
tax ' 


$9,  560 

11,660 

14,000 

16,  580 

19,  400 

24,  500 

30,  000 

59,  000 

89,  000 

120, 000 

152,  000 

218,  000 

286,  000 

461, 000 

641,000 

1,371,000 

3,  591, 000 


Present 
total  sur- 
tax' 


$9,500 

11,480 

13,  640 

15,  980 

18,500 

23,000 

28,000 

54,000 

80,  500 

107,  500 

134,  560 

189,  500 

245, 500 

388,000 

533,  000 

1, 123, 000 

2, 893,  000 


'  Computed  on  upper  limit  of  bracket;  for  example,  proposed  surtax  on  $02,000  is  $11,600,  and  present 
surtax  on  this  amount  is  $11,430. 

It  is  to  be  kept  in  mind,  of  course,  that  in  addition  to  the  surtax 
there  is  a  normal  tax  of  4  percent  on  the  net  income  of  an  individual, 
in  excess  of  certain  credits.  These  credits  are  the  personal  exemption, 
the  credit  for  dependents,  earned  income  credit,  credit  for  dividends, 
and  credit  for  interest  exempt  from  normal  tax.  The  bill  proposes  no 
change  in  this  normal  tax.  The  total  tax  increase  is  indicated  in  the 
above  table  by  the  difference  between  the  proposed  surtax  and  the 
existing  surtax.  For  example,  an  individual  with  a  surtax  net  income 
of  $100,000  will  pay  $2,000  more  tax  under  the  proposed  rates  than 
under  existing  law,  wliile  an  individual  with  a  surtax  net  income  of 
$1,000,000  will  pay  $108,000  more  tax. 

It  will  be  noted  tliat  in  the  proposed  schedule  of  rates  the  graduation 
is  extended  to  surtax  net  incomes  up  to  $5,000,000,  whereas  under 
present  law  graduation  ceases  at  $1,000,000.  Tliis  corrects  the 
defect  in  this  respect  pointed  out  by  the  President  in  his  message. 

The  number  of  individuals  affected  by  the  proposed  surtax  increases 
is  not  large,  as  may  be  seen  from  the  following  table: 

Number  of  individual  returns  (net  incomes  of  over  $50,000) 


Net  income  class 


Calendar  year 


1924         1929         1930         1932         1933 


$50,000  to  $100,000... 

$100,000  to  $150,000 

$150,000  to  $3(X),000 

$300,000  to  $500,000 

$500,000  to  $1,000,000 

$1,000,000  to  $2,000,000 

$2,000,000  to  $5,000,000 

Over  $5,000,000 

Total  number  of  returns  (with  over  $50,000  of  net  income 
each) 


15,816 

3,065 

1,876 

457 

242 

50 

22 

3 


13,645 

3,111 

2,071 

552 

318 

110 

32 


5,902 

995 

595 

140 

88 

15 

5 

0 


5,927 

1,085 

693 

139 

84 

35 

10 

1 


21,  531 


38,889 


19, 847 


7,738 


7,974 


Under  present  conditions  less  than  4,000,000  returns  are  filed  annu- 
ally by  individuals,  of  which  less  than  2,000,000  are  taxable  returns. 
It  can  be  seen  from  the  table  last  submitted  that  we  now  have  only 
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about  8,000  returns  annually  showing  net  income  in  excess  of  $50,000. 
Thus,  the  proposed  surtax  increases  will  affect  only  tvv'o-tenths  of  1 
percent  of  the  number  of  returns  filed,  and  four-tenths  of  1  percent  of 
the  number  of  taxable  returns  filed.  It  should  be  noted  that  the  larger 
increases  in  surtax  occur  in  the  case  of  surtax  net  income?  in  excess  of 
$1,000,000.  In  1933  there  were  only  46  individuals  with  net  incomes 
in  excess  of  the  last-named  amount.  Since  there  was  only  one  indi- 
vidual in  1933  who  had  a  net  income  in  excess  of  $5,000,000,  it  did  not 
appear  necessary  to  your  committee  to  graduate  the  tax  beyond  the 
$5,000,000  point. 

An  income  of  $50,000  per  annum,  if  from  investments  at  5  percent, 
represents  a  capital  of  $1,000,000.  Your  committee  is  of  the  opinion 
that  the  surtax  rates  proposed,  starting  at  $50,000  and  graduated  to 
$5,000,000,  carry  out  the  general  policy  expressed  in  the  President's 
message. 

GRADUATED    INCOME    TAX    ON    CORPORATIONS 

The  President  recommended  the  substitution  of  a  graduated  income 
tax  on  corporations  in  lieu  of  the  present  income  tax  imposed  at  a  uni- 
form rate.  This  is  a  new  principle  which  has  never  been  used  in  this 
country  and  therefore  your  committee,  in  section  102  (a)  of  the  bill, 
is  recommending  only  a  very  moderate  graduation. 

Under  existing  law  corporations  pay  a  flat  tax  of  13%  percent  on 
the  entire  amount  of  their  net  income.  No  relief  is  given  to  a  cor- 
poration, no  matter  how  small  its  net  income  may  be. 

Your  committee  is  recommending  the  substitution  of  the  following 
graduated  tax  on  corporations  in  lieu  of  the  present  uniform  rate  of 
tax:  13)^  percent  on  the  first  $15,000  of  the  net  income  and  14)4 
percent  on  the  remainder. 

The  effect  of  these  graduat^od  rates  will  be  that  corporations  with 
net  incomes  up  to  $30,000  will  pay  less  tax  than  at  present,  and  cor- 
porations with  net  incomes  in  excess  of  this  amount  will  pay  slightly 
more  tax.  While  no  statistics  are  available  to  show  the  exact  effect 
of  these  rates,  statistics  are  available  to  show  the  effect  on  corpora- 
tions having  more  or  less  than  $25,000  net  income.  In  1932,  82,646 
corporations  reported  taxable  net  incomes.  Out  of  this  number, 
76,216  showed  taxable  net  incomes  of  less  than  $25,000,  and  6,430 
corporations  showed  net  incomes  in  excess  of  $25,000.  Therefore,  it 
is  obvious  that  less  than  8  percent  of  our  corporations  having  taxable 
net  incomes  under  present  conditions  will  pay  an  added  tax  through 
the  imposition  of  the  graduated  rate  schedule.  On  the  other  hand, 
more  than  92  percent  of  our  corporations  having  taxable  net  incomes 
will  find  their  taxes  somewhat  reduced  b}^  the  operation  of  this 
schedule.  It  is  equally  obvious  that  if  statistics  were  available  at 
the  dividing  line  of  $30,000,  they  would  show  that  the  number  of 
corporations  whose  rates  are  reduced  would  be  substantially  more 
than  92  percent. 

In  spite  of  the  small  amount  of  graduation  and  in  spite  of  the  slight 
increase  of  the  tax  burden  on  the  corporations  with  large  net  incomes, 
considerable  revenue  is  derived  from  this  graduated  tax.  This  is 
because  of  the  fact,  that,  while  less  than  8  percent  of  the  corporations 
report  net  incomes  in  excess  of  $25,000,  nevertheless  this  same  8  per- 
cent of  the  corporations  have  over  90  percent  of  the  taxable  net  income. 
For  example,  in  1932,  corporations  reporting  less  than  $25,000  of  net 
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income  reported  a  total  net  income  of  about  $205,000,000,  while 
corporations  with  net  incomes  in  excess  of  $25,000  reported  net  income 
of  $1,947,000,000. 

Section  102  (b)  provides  for  the  rate  of  tax  in  the  case  of  railroads 
filing  consolidated  returns.  Under  the  Kevenue  Act  of  1934  only 
railroads  may  file  consolidated  returns  and  then  only  under  certain 
conditions.  If  permitted  to  file  such  returns,  and  if  they  do  so,  they 
pay  under  existing  law  a  rate  of  15?4  percent  instead  of  13%  percent. 
Your  committee  is  of  the  opinion  that  it  is  unnecessary  to  provide  for 
a  graduated  corporation  tax  on  railroads  if  they  file  a  consolidated 
return,  and  therefore  it  is  recommended  that,  if  the  railroads  file  a 
consolidated  return,  they  be  required  to  pay  a  fiat  tax  of  \o%  percent 
on  their  entire  net  income.  Of  course,  if  they  do  not  file  the  consoli- 
dated return,  then  they  will  be  subject  to  the  graduated  rates  of  13K 
and  14K  percent.  It  will  be  noted  that  the  rate  required  on  the  con- 
solidated return  of  15%  percent  is  still  substantially  above  the  maxi- 
mum rate  of  14 '4  percent  required  to  be  paid  by  cor])orations  not 
filing  consolidated  returns.  The  bill  makes  no  change  in  the  present 
law  as  to  the  exercise  of  the  privilege  of  filing  consolidated  returns. 

Sections  103  and  104  of  the  bill  provide  new  rates  of  tax  on  life- 
insiu-ance  companies  and  on  insurance  companies  other  than  Ufe  or 
mutual.  The  eflect  of  the  proposed  amendments  is  to  require  these 
insurance  companies  to  pay  under  the  graduated  schedule  of  rates 
instead  of  imcler  the  flat  rate  of  13%  percent  which  is  at  present 
applicable  to  them. 

The  President  suggested  that  it  might  be  well  to  consider  imposing 
a  small  tax  on  intercorporate  dividends  in  order  to  prevent  the  evasion 
of  the  graduated  tax  by  means  of  a  multiplicity  of  corporations.  In 
view  of  the  moderate  graduation  provided  for  in  this  bill,  your  com- 
mittee does  not  believe  that  such  a  tax  is  necessary  to  prevent  evasion, 
but  it  proposes  at  a  later  date  to  consider  the  proposition  on  its  merits 
in  connection  with  discouraging  chains  of  holding  companies. 

EXCESS-PROFITS  TAX 

Section  105  of  title  I  of  the  bill  proposes  a  revision  of  our  existing 
excess-profits  tax  by  substituting  graduated  rates  for  a  uniform  5-per- 
cent rate.  This  tax  was  not  specifically  mentioned  by  the  President, 
but  your  committee  feels  that  it  is  in  line  wdth  his  general  poUcy  to 
tax  those  with  ability  to  pay  whether  they  be  individuals  or  corpora- 
tions. Moreover,  a  large  amount  of  revenue  may  be  equitably 
obtained  from  the  imposition  of  such  a  tax. 

The  excess-profits  tax  is  based  on  the  ratio  of  the  net  income  of  the 
corporation  to  the  adjusted  declared  value  of  its  capital  stock  as  pro- 
vided for  under  section  701  of  the  Revenue  Act  of  1934.  The  grad- 
uated rates  now  proposed  are  as  follows: 

Percent 
Net  incomes  not  in  excess  of  8  percent  of  the  adjusted  declared  value..   No     tax 
Portion  of  net  income  in  excess  of  8  percent  and  not  in  excess  of  12  per- 
cent of  the  adjusted  declared  value 5 

Portion  of  net  income  in  excess  of  12  percent  and  not  in  excess  of  16  per- 
cent of  the  adjusted  declared  value 10 

Portion  of  net  income  in  excess  of  16  percent  and  not  in  excess  of  25  per- 
cent of  the  adjusted  declared  value 15 

Portion  of  net  income  in  excess  of  25  percent  of  the  adjusted  declared 

value 20 
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The  adjusted  declared  value  of  the  capital  stock  of  a  corporation  has 
already  been  provided  for  under  the  Revenue  Act  of  1934.  In  the 
first  instance,  the  corporation  was  permitted  to  declare  any  value  for 
its  stock  which  it  saw  fit.  Having  declared  such  a  value  on  its  capital 
stock,  the  value  may  be  increased  or  diminished  only  on  account  of 
bona  fide  additions  to  or  subtractions  from  its  capital.  The  present 
combination  capital-stock  and  excess-profits  tax  was  first  imposed 
by  the  National  Industrial  Recovery  Act  of  1933.  The  taxes  were 
reimposed  by  the  Revenue  Act  of  1934  and  a  new  declared  value 
allowed.  Your  committee  docs  not  provide  in  this  bill  for  another 
original  declared  value,  being  of  the  opinion  that  since  the  corpora- 
tions have  already  had  two  opportunities  to  set  a  proper  value  on 
their  capital  stock,  it  would  be  unnecessary  from  an  equitable  stand- 
point to  provide  another  original  declaration. 

The  excess-profits  tax  is  a  sound  tax  and  it  is  believed  that  in  future 
years  it  will  be  productive  of  very  considerable  revenue.  The  excess- 
profits  and  war-profits  taxes  imposed  during  the  war  period  were 
similar  in  character  and  produced  the  following  revenues  in  addition 
to  the  normal  income  tax  on  corporations: 

1917      $1,638,748,000 

1918 2,  505,  566,000 

1919 1,  431,  806,  000 

1920 988,  726,000 

1921 335,  132,000 

Your  committee  believes  that  the  proposed  excess-profits  tax  at  the 
moderate  rates  suggested  will  in  each  full  year  of  operation  under 
improving  business  conditions  bring  in  about  $100,000,000  of  addi- 
tional revenue. 

EFFECTIVE    DATE    OF    AMENDMENTS    IN    TITLE    I 

Section  106  of  title  I  of  the  bill  sets  forth  the  taxable  years  which  will 
first  be  affected  by  all  the  amendments  made  in  this  title. 

The  increased  surtax  rates  will  apply  only  to  taxable  years  beginning 
after  December  3 1 ,  1935.  In  other  words  the  increase  in  tax  is  entirely 
prospective  and  no  1935  income  will  be  subject  to  the  increased  rates. 

In  the  case  of  the  graduated  corporation  tax,  a  similar  policy  is 
pursued  and  no  1935  income  will  be  subject  to  tax  at  the  new  rates. 

In  the  case  of  the  excess-profits  tax,  this  will  apply  to  income-tax 
taxable  years  ending  after  June  30,  1936.  The  great  m-ajority  of  cor- 
porations file  on  the  calendar-year  basis,  and  in  this  case  they  will  pay 
the  new  graduated  excess-profits  tax  only  on  their  calendar-year  1936 
profits.  In  the  case  of  fiscal  years  ending  on  or  after  July  31,  1936, 
and  on  or  before  November  30,  1936,  it  is  possible  that  the  new  rates 
will  apply  to  that  portion  of  the  1935  income  accruing  after  July  31. 

INHERITANCE    TAX 

Title  II  of  the  bill  provides  for  an  inheritance  tax  in  addition  to 
existing  Federal  estate  taxes.  The  inheritance  tax  is  imposed  upon 
the  net  value  of  the  beneficial  interests  transferred  by  reason  of  the 
death  of  a  decedent  dying  after  the  bill  is  enacted  into  law  to  each 
beneficiary  at  the  rates  shown  in  the  following  table: 
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Inheritance  tax  rates  and  amounts 


Total  net  value  of 
inheritance  ' 


$0  to  $10,000 

$10,000  to  $20,000 

$20,000  to  $30,000 

$30,000  to  $50,000 

$50,000  to  $100,000... 
$100,000  to  $150,000.  _ 
$150,000  to  $250,000.. 
$260,000  to  $400,000. . 
$400,000  to  $700,000.. 
$700,000  to  $1,000,000. 


Rate  of 

Amount 

tax 

of  tax  2 

Percent 

i 

$400 

8 

1.200 

12 

2,400 

16 

5,600 

20 

15, 600 

24 

27,000 

28 

55, 600 

32 

103, 600 

36 

211,600 

40 

331, 600 

Total  net  value  of 

inheritance  ' 


$1,C«D0,000  to 
$1,500,000  to 
$2,000,000  to 
$3,000,000  to 
$4,000,000  to 
$5,000,000  to 
$6,000,000  to 
$8,000,000  to 
Over  $10,000 


$1,500,000.. 
$2,000,000.. 
$3,000,000.. 
$4,000,000.. 
$6,000,000.. 
$6,000,000.. 
$8,000,000.- 
$10,000,000. 
,000 


Rate  of 
tax 


Percent 

44 


Amount 
of  tax  ' 


551,  600 
791, 600 
1,311,600 
1,871,600 
2,  471,  600 
3,111,600 

4,  471,  600 

5,  911, 600 


Specific  exemption  to  spouse  and  near  relatives,  $60,000.    Specific  exemption  to  all  others,  $10,000. 

'  After  deduction  of  specific  exemption. 

'  Comput-ed  on  uppsr  limit  of  bracket;  for  example,  inheritance  tax  on  $10,000  is  $400. 

The  propert}'^  subject  to  the  inheritance  tax  is,  in  general,  the  same 
as  that  which  is  subject  to  the  existing  estate  taxes.  However,  dower 
and  curtesy  interests,  estates  in  lieu  thereof,  or  an  equivalent  amount 
of  property  elected  by  the  sur\dving  spouse  after  death  in  lieu  of  such 
interests  are  not  subject  to  the  inheritance  tax. 

The  inheritance  tax  is  imposed  with  respect  to  all  property  received 
from  a  citizen  or  resident  decedent,  except  real  property  located 
abroad.  If  the  beneficiary  inherits  the  property  from  a  nonresident 
decedent,  the  transfer  is  taxable  only  if  the  property  is  situated  within 
the  United  States.  The  bill  exempts  from  the  tax  transfers  to  certain 
charitable  or  other  organizations,  as  well  as  transfers  to  or  for  the  use 
of  the  United  States  or  the  States  for  exclusively  public  purposes. 

The  value  of  the  beneficial  interests  transferred  to  each  beneficiary 
is  determined  as  of  the  date  of  the  decedent's  death.  To  prevent  any 
undue  hardship  arising  from  a  decline  in  value  after  the  date  of  death, 
a  special  deduction  is  allowed  for  net  shrinkage,  based  upon  the  differ- 
ence between  the  value  of  assets  on  the  date  of  death  and  1  year 
thereafter  (or  the  date  of  sale  or  exchange  in  the  case  of  assets  sold 
or  exchanged  during  such  period). 

Your  committee  has  given  recognition  to  the  principle  of  consan- 
guinity by  allowing  as  a  deduction  the  following  specific  exemptions: 
(1)  $50,000  in  the  case  of  an  inheritance  passing  to  a  surviving  spouse, 
child  (including  a  child  lega,lly  adopted  before  it  attained  the  age  of  21), 
father,  motlier,  brother,  or  sister  (including  a  brother  or  sister  of  the 
half-blood),  grandchild,  grandfather,  or  grandmother;  and  (2) 
$10,000  in  the  case  of  an  inheritance  passing  to  any  other  person. 

In  determining  the  net  value  of  the  beneficial  interests,  certain 
deductions  are  allowed  for  funeral  expenses,  administration  expenses, 
etc.  In  general,  these  deductions  are  the  same  as  those  allowed  for  the 
purpose  of  the  Federal  estate  taxes.  However,  amounts  actually  paid 
on  account  of  estate,  succession,  legacy,  or  inheritance  taxes  imposed 
by  any  State,  Territory,  or  the  District  of  Columbia,  are  also  allowed 
as  a  deduction  as  well  as  amounts  paid  for  Federal  estate  taxes. 

The  statute  provides  special  rules  for  taxation  of  interests  which 
are  subject  to  a  contingency.  The  Commissioner,  with  the  approval 
of  the  Secretary,  is  authorized  to  compromise  a  tax  which  cannot  be 
determined  because  of  a  contingency.  If  a  compromise  is  not  made 
and  a  bond  to  hold  the  tax  in  abeyance  is  not  filed,  the  tax  is  computed 
and  collected  at  the  maximum  rate.    If  the  bond  is  filed  the  tax  with 
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respect  to  the  contingent  interest  is  held  in  abeyance  until  the  con- 
tingency has  occurred.  In  such  a  case,  a  special  return  is  required 
which  must  be  filed  within  1  year  after  the  occurrence  of  the  contin- 
gency. Upon  the  happening  of  the  contingency  the  entire  tax  is 
recomputed,  and  the  balance  of  the  tax  due  to  the  contingent  interest 
is  collected. 

Inheritance-tax  returns  arc  required  to  be  filed  by  the  executor  and 
the  tax  paid  within  18  months  after  the  death  of  the  decedent.  How- 
ever, the  Commissioner  is  given  authority  to  extend  the  time  for  pay- 
ment of  the  tax,  not  to  exceed  10  years  from  the  due  date.  Interest 
is  collected  at  the  rate  of  3  percent  per  annum  for  the  first  3  years 
from  the  expiration  of  6  months  after  the  due  date  of  the  tax,  and 
then  at  the  rate  of  6  percent  per  annum  to  the  date  of  the  expiration 
of  the  period  of  the  extension.  Thereafter,  interest  is  collected  at 
the  rate  of  12  percent  per  annum.  The  period  for  assessment  of  the 
tax  is  10  years  after  the  return  was  filed,  and  the  period  for  collection 
is  6  years  after  the  date  of  assessment.  Special  rules  apply  in  the 
case  of  false  or  no  returns  and  contingent  interests. 

The  tax  is  collected  by  the  executor  from  each  beneficiary  or  de- 
ducted and  withheld  from  any  property  in  the  executor's  possession 
or  control  which  is  transferred  to  such  beneficiary.  To  avoid  the 
hardship  of  a  forced  sale,  each  beneficiary  .may  at  his  option  pay  the 
tax  outright  instead  of  having  it  deducted  from  the  property  trans- 
ferred to  him.  If  the  will  or  other  instrument  of  transfer  provides  for 
the  payment  of  the  tax  out  of  specific  property,  the  executor  may  so 
pay  it  without  affecting  the  rights  of  the  tJnit-ed  States. 

The  bill  provides  for  a  lien  upon  the  property  for  a  period  of  14 
years  from  the  date  of  the  death  of  the  decedent.  An  exception  is 
made  in  the  case  of  property  wliich  is  used  for  the  pa,yment  of  charges 
against  the  estate  and  expenses  of  its  administration  allowed  by  any 
court  having  jurisdiction  thereof.  If  the  Commissioner  is  satisfied 
that  the  tax  liability  has  been  fidly  discharged  or  provided  for,  he  is 
authorized  under  regulations  approved  by  the  Secretary  to  issue  a 
certificate  releasing  the  lien. 

The  administrative  provisions  of  the  bill  in  general  folloAv  those 
which  are  now  applied  to  the  estate  and  gift  taxes  imposed  under 
existing  law. 

To  prevent  avoidance  of  the  inheritance  tax  through  the  use  of 
corporations,  a  special  rate  is  provided  for  in  case  the  corporation 
is  formed  or  availed  of  for  the  purpose  of  avoiding  the  tax  or  any 
part  thereof.  The  burden  of  proving  that  the  corporation  was  formed 
or  availed  of  for  that  pm-pose  is  upon  the  Commissioner,  except  that, 
if  50  percent  or  more  of  the  interest  or  control  of  the  corporation 
exists  in  any  one  or  more  persons  bearing  the  relationship  to  the 
decedent  of  spouse,  child,  father,  mother,  brother  or  sister,  grand- 
child, grandfather  or  grandmother,  then  the  burden  of  proof  is  upon 
the  corporation  to  show  that  it  was  not  formed  or  availed  of  for  tbe 
purpose  of  avoiding  the  inheritance  tax. 

GIFT  TAX  ON  DONEES 

Title  III  of  the  bill  imposes  a  gift  tax  upon  the  right  to  receive 
property  by  gift.  This  is  a  companion  tax  to  the  inheritance  tax  and 
is  designed  to  prevent  avoidance  of  that  tax  by  taxing  gifts  made 
during  lifetime. 
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Unlike  the  present  gift  tax,  which  is  imposed  upon  all  gifts  made 
by  the  donor  to  all  donees,  the  gift  tax  on  donees  is  imposed  separately 
with  respect  to  gifts  made  by  each  donor  to  each  donee.  Like  the 
present  gift  tax,  the  gift  tax  on  donees  is  levied  with  respect  to  all 
gifts  made  after  the  enactment  of  the  act,  but  for  a  more  effective 
administration  and  to  secure  prompt  collection  of  the  revenues,  the 
tax  is  computed  and  collected  annually,  beginning  with  the  calendar 
year  1935.  Gifts  made  prior  to  the  effective  date  of  the  act  are  not 
subject  to  tax. 

The  computation  of  the  tax  payable  each  year  involves  three  opera- 
tions, namely:  (1)  a  compulation  of  the  tax  at  graduated  rates  on  all 
gifts  (with  certain  express  exceptions)  made  after  the  enactment  of 
the  act,  including  gifts  made  in  the  current  calendar  year;  (2)  a  com- 
putation of  the  tax  at  graduated  rates  on  the  gifts  made  in  the  prior 
year  or  years;  and  (3)  the  subtraction  of  the  result  of  the  second  com- 
putation from  that  of  the  first.  This  computation  results  in  a  tax 
imposed  on  a  cunmlative  basis.  In  short,  the  design  is  to  impose  a 
tax  which  measurably  approaches  the  inheritance  tax  which  would 
have  been  payable  if  the  donee  had  received  the  property  by  inherit- 
ance. However,  the  rates  of  the  gift  tax  are  one-fourth  less  than 
those  of  the  inheritance  tax.  This  follows  the  same  principle  as 
is  applied  to  the  gift  tax  on  donors,  the  rates  of  tax  upon  the  gift 
tax  on  donoi-s  being  one-fourth  less  than  the  estate  tax  rates.  This 
gives  some  incentive  to  the  making  of  gifts  and  at  the  same  time  gives 
the  Government  an  opportunity  to  secure  revenue  at  an  earlier  date. 

The  following  is  a  table  showing  gift  tax  rates  and  amounts  of  tax: 

Gift  tax,  rates  and  amounts 


Total  net  gifts  from  1  donor  to 
1  donee ' 


$0  to  $10,000 

$10,000  to  $20,000 

$20,000  to  $.30,000 

$30,000  to  $50,000 

$50,000  to  $100,000... 
$100,000  to  $150,000.. 
$150,000  to  $250,000.. 
$250,000  to  $400,000.. 
$400,000  to  $700,000.. 
$700,000  to  $1,000,009 


Rate  of 

Amount 

tax 

of  tax  > 

(Percent) 

3 

$300 

6 

900 

9 

1.800 

12 

4.200 

15 

11,700 

18 

20,700 

21 

41, 700 

24 

77,700 

27 

158,700 

30 

248,700 

Total  net  gifts  from  1  donor  to 
1  donee ' 


$1,000,003  to  $1,500,000. 
$1. 500.000  to  $2,000,00-). 
$2.001,')0)  to  $3,003,003. 
$3,000,00)  to  $4,003,000. 
$4,003,033  to  $5,003,000. 
$5,000,003  to  $0,000,003. 
$6,003,003  to  $8,000,000. 
$8,000,003  to  $10,000,000 
Over  $10,000,000 


Rat«  of 
tax 


(Percent) 
33 
36 
39 
42 
45 
48 
51 
54 
57 


Amount 
of  tax  > 


413.  700 
593.  700 
983,700 

1,  403,  700 
1, 853.  700 

2,  333,  700 

3,  353,  700 
4, 433,  700 


Specific  e.Tsmption  to  spouse  and  near  relatives,  $50,000.    Specific  exemption  to  all  other,  $10,000. 

'  After  deduction  of  specific  exemption. 

'Computed  on  upper  limit  of  bracket;  for  example,  gift  tax  on  $10,000  is  $300. 


The  principle  of  consanguinity,  wliich  is  recognized  in  the  inherit- 
ance tax,  is  also  reflected  in  the  donee's  gift  tax.  An  exemption  is 
allowed  on  net  gifts  of  $50,000  in  the  case  of  a  spouse,  cliild  (including 
a  child  legally  adopted  before  it  attains  the  age  of  21),  father,  mother, 
brother,  or  sister  (including  a  brother  or  sister  of  the  half-blood), 
grandchild,  grandfather,  or  grandmother.  In  the  case  of  all  other 
donees  a  specific  exemption  of  $10,000  is  allowed.  These  exemptions 
are  not  annual  exemptions  and  must  be  used  as  rapidly  as  possible. 

Gifts  of  the  first  $5,000  made  to  any  donee  by  any  donor  during  the 
calendar  year  (other  than  of  future  interests  in  property)  are  exempt 
from  the  gift  tax  on  donees.  A  similar  exemption  is  contained  in  the 
existing  gift  tax  on  donors. 
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The  bill  exempts  from  the  tax  gifts  to  certain  charitable  or  other 
organizations,  as  well  as  gifts  to  or  for  the  use  of  the  United  States 
orStates  for  excli'sively  public  purposes. 

Wliile  the  gift  ta,x  is  imposed  on  the  donee,  the  donor  is  required  to 
withhold  from  the  gift,  or  collect  from  the  donee,  the  amount  of  the 
tax  on  such  gift,  computed  as  if  such  gift  were  the  last  gift  made  by 
the  donor  to  the  donee  during  the  calendar  year.  If  the  tax  is  not 
paid  by  the  donor  the  donee  is  made  liable  for  the  tax.  In  other 
respects  the  administrative  provisions  of  the  gift  tax,  in  general,  follow 
those  of  the  existing  gift  tax  on  donors. 

The  tax  is  a  lien  for  10  years  from  the  time  the  gifts  are  made.  If 
the  Commissioner  is  satisfied  that  the  tax  liability  has  been  fully  dis- 
charged or  provided  for,  he  is  authorized  to  issue  a  certificate  releasing 
any  or  all  of  the  property  from  the  lien. 

To  prevent  avoidance  of  the  tax  by  the  use  of  corporations,  similar 
special  provisions  are  made  as  in  the  case  of  the  inheritance  tax 
described  earlier  in  tliis  report. 

GENERAL    PROVISIONS 

Title  IV  contains  the  usual  general  provisions,  that  is,  general 
definitions,  a  separability  clause,  and  the  effective  date  of  the  act. 

CHANGES    IN    EXISTING    LAW 

In  compliance  with  paragraph  2a  of  rule  XIII  of  the  Rules  of  the 
House  of  Representatives,  changes  in  the  Revenue  Act  of  1934  made 
by  the  bill  are  shown  as  follows  (existing  law  proposed  to  be  omitted 
is  enclosed  in  black  brackets,  new  matter  is  printed  in  italics,  existing 
law  in  w^liich  no  change  is  proposed  is  shown  in  roman): 

(Sec.  12)  (b)  Ratks  of  Surtax.- — There  shall  be  levied,  collected,  and  paid 
for  each  taxable  year  upon  the  surtax  net  income  of  every  individual  a  surtax  as 
follows: 

Upon  a  surtax  net  income  of  $4,000  there  shall  be  no  surtax;  upon  surtax 
net  incomes  in  excess  of  $4,000  and  not  in  excess  of  $6,000,  4  per  centum  of 
such  excess. 

$80  upon  surtax  net  incomies  of  $6,000;  and  upon  surtax  net  incomes  in 
excess  of  $6,000  and  not  in  excess  of  $8,000,  5  per  centum  in  addition  of  such 
excess. 

$180  upon  surtax  net  incomes  of  $8,000;  and  upon  surtax  net  incomes  in 
excess  of  $8,000  and  not  in  excess  of  $10,000,  6  per  centum  in  addition  of  such 
excess. 

$300  upon  surtax  net  incomes  of  $10,000;  and  upon  surtax  net  incomes  in 
excess  of  $10,000  and  not  in  excess  of  $12,000,  7  per  centum  in  addition  of 
such  excess. 

$440  upon  surtax  net  incomes  of  $12,000;  and  upon  surtax  net  incomes  in 
excess  of  $12,000  and  not  in  excess  of  $14,000,  8  per  centum  in  addition  of  such 
excess. 

$600  upon  surtax  net  incomes  of  $14,000;  and  upon  surtax  net  incomes  in 
excess  of  $14,000  and  not  in  excess  of  $16,000,  9  per  centum  in  addition  of  such 
excess. 

$780  upon  surtax  net  incomes  of  $16,000;  and  upon  surtax  net  incomes  in 
excess  of  $16,000  and  not  in  excess  of  $18,000,  11  per  centum  in  addition  of  such 
excess. 

$1,000  upon  surtax  net  incomes  of  $18,000;  and  upon  surtax  net  incomes  in 
excess  of  $18,000  and  not  in  excess  of  $20,000,  13  per  centum  in  addition  of  such 
excess. 

$1,260  upon  surtax  net  incomes  of  $20,000;  and  upon  surtax  net  incomes  in 
excess  of  $20,000  and  not  in  excess  of  $22,000,  15  per  centum  in  addition  of  such 
excess. 
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$1,560  -upon  surtax  net  incomes  of  $22,000;  and  upon  surtax  net  incomes  in 
excess  of  $22,000  and  not  in  excess  of  $20,000,  17  per  centum  in  addition  of 
such  excess. 

$2,240  upon  surtax  net  incomes  of  $26,000;  and  upon  surtax  net  incomes  in 
excess  of  $26,000  and  not  in  excess  of  $32,000,  19  per  centum  in  addition  of 
such  excess. 

$3,380  upon  surtax  net  incomes  of  $32,000;  and  upon  surtax  net  incomes  in 
excess  of  $32,000  and  not  in  excess  of  $38,000,  21  per  centum  in  addition  of 
such  excess. 

$4,640  upon  surtax  net  incomes  of  $38,000;  and  upon  surtax  net  incomes  in 
excess  of  $38,000  and  not  in  excess  of  $44,000,  24  per  centum  in  addition  of 
such  excess. 

$6,080  upon  surtax  net  incomes  of  $44,000;  and  upon  surtax  net  incomes  in 
excess  of  $44,000  and  not  in  excess  of  $50,000,  27  per  centum  in  addition  of 
such  excess. 

$7,700  u])on  surtax  net  incomes  of  $50,000;  and  upon  surtax  net  incomes  in 
excess  of  $50,000  and  not  in  excess  of  $56,000,  [303  ^i  per  centum  in  addition 
of  such  excess. 

[$9,500]  $9,560  upon  surtax  net  incomes  of  $56,000;  and  u])on  surtax  net 
incomes  in  excess  of  $56,000  and  not  in  excess  of  $62,000,  [33]  35  per  centum 
in  addition  of  such  excess. 

[$11,480]  $11,660  upon  surtax  net  incomes  of  $62,000;  and  upon  surtax  net 
incomes  in  excess  of  $62,000  and  not  in  excess  of  $68,000,  [36]  39  per  centum 
in  addition  of  such  excess. 

[$13,640]  $14,000  upon  surtax  net  incomes  of  $68,000;  and  upon  surtax  net 
incomes  in  excess  of  $68,000  and  not  in  excess  of  $74,000,  [39]  43  per  centum 
in  addition  of  sucli  excess. 

[$15,980]  $16,5S0  upon  surtax  net  incomes  of  $74,000;  and  upon  surtax  net 
incomes  in  excess  of  $74,000  and  not  in  excess  of  $80,000,  [42]  4"  per  centum 
in  addition  of  such  excess. 

[$18,500]  $19,400  upon  surtax  net  incomes  of  $80,000;  aTid  upon  surtax  net 
incomes  in  excess  of  $80,000  and  not  in  excess  of  $90,000,  [45]  51  per  centum 
in  addition  of  such  excess. 

[.?23,000]  $-24,500  qpon  surtax  net  incomes  of  $90,000;  and  ui)on  surtax  net 
incomes  in  excess  of  $90,000  and  not  in  excess  of  $100,000,  [50]  55  per  centum 
in  additio7i  of  such  excess. 

[$28,000]  $30,000  ui)on  surtax  net  incomes  of  $100,000;  and  upon  surtax 
net  incomes  in  excess  of  $100,000  and  not  in  excess  of  $150,000,  [52]  58  per 
centum  in  addition  of  such  excess. 

[$54,000]  $59,000  upon  surtax  net  incomes  of  $150,000;  and  u])on  surtax 
net  incomes  in  excess  of  $150,000  and  not  in  excess  of  $200,000,  [53]  60  per 
centum  in  addition  of  such  excess. 

[$80,500  upon  surtax  net  incomes  of  $200,000;  and  upon  surtax  net  incomes 
in  excess  of  $200,000  and  not  in  excess  of  $300,000,  54  per  centum  in  addition 
of  such  excess.] 

$89,000  upon  surtax  net  incomes  of  $200,000;  and  upon  surtax  net  incomes  in 
excess  of  $200,000  and  not  in  excess  of  $250,000,  62  per  centum  in  addiiion  of 
such  excess. 

$120,000  upon  surtax  net  incomes  of  $250,000;  and  upon  surtax  net  incomes  in 
excess  of  $250,000  and  not  in  excess  of  $300,000,  64  per  centum  in  addition  of 
such  excess. 

[$134,500]  $152,000  upon  surtax  net  incomes  of  $300,000;  and  upon  sur- 
tax net  incomes  in  excess  of  $300,000  and  not  in  excess  of  $400,000,  [55] 
66  per  centum  in  addition  of  such  excess. 

[$189,500]  $218,000  upon  surtax  net  incomes  of  $400,000;  and  upon  surtax 
net  incomes  in  excess  of  8400,000  and  not  in  excess  of  $500,000,  [56]  68 
per  centum  in  addition  of  such  excess. 

[$245,500]  $286,000  upon  surtax  net  incomes  of  $500,000;  and  upon  surtax 
net  incomes  in  excess  of  $500,000  and  not  in  excess  of  $750,000,  [57]  70 
per  centum  in  addition  of  such  excess. 

[$388,000]  $461,000  upon  surtax  net  incomes  of  $750,000;  and  upon  surtax 
net  incomes  in  excess  of  $750,000  and  not  in  excess  of  $1,000,000,  [58]  72 
per  centum  in  addition  of  such  excess. 

[8533,000  upon  surtax  net  incomes  of  $1,000,000;  and  upon  surtax  net 
incomes  in  excess  of  $1,000,000,  59  per  centum  in  addition  of  such  excess.] 

$641,000  upon  surtax  net  incomes  of  $1,000,000;  and  upon  surtax  net  incomes 
in  excess  of  $1,000,000  and  not  in  excess  of  $2,000,000,  73  per  centum  in  addition 
of  such  excess. 
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$1,371,000  upon  surtax  net  incomes  of  $2,000,000;  and  upon  surtax  net  incomes 
in  excess  of  $2,000,000  and  not  in  excess  of  $5,000,000,  74  per  centum  in  addition 
of  such  excess. 

$3,591,000  upon  surtax  net  incomes  of  $5,000,000;  and  upon  surtax  net  incomes 
in  excess  of  $5,000,000,  75  per  centum  in  addition  of  such  excess. 

M:  *****  * 

SEC.  13.  TAX  ON  CORPORATIONS 

(a)  Rate  of  Tax. — There  shall  be  levied,  collected,  and  paid  for  each  taxable 
year  upon  the  net  income  (in  excess  of  the  credit  against  net  income  provided  in  section 
26)  of  every  corporation,  a  tax  fof  13^4  per  centum  of  the  amount  of  the  net  income 
in  excess  of  the  credit  against  net  income  provided  in  section  26.  J  as  follows: 

Upon  net  incomes  not  in  excess  of  $15,000,  13}^  per  centuyn. 

$1,987.50  upon  net  incomes  of  $15,000;  and  upon  net  incomes  in  excess  of  $15,000, 
IJfYi  per  centum  in  addition  of  such  excess. 

******* 

SEC.  141.  CONSOUDATED  RETURNS  OF  RAILROAD  CORPORATIONS. 

******* 

(c)  Computation  and  Payment  of  Tax. — In  any  case  in  which  a  consoli- 
dated return  is  made  the  tax  shall  be  determined,  computed,  assessed,  collected, 
and  adjusted  in  accordance  with  the  regulations  under  subsection  (b)  (or,  in 
case  such  regulations  are  not  prescribed  prior  to  the  making  of  the  return,  then 
the  regulations  prescribed  under  section  141  (b)  of  the  Revenue  Act  of  1932 
insofar  as  not  inconsistent  with  this  Act)  prescribed  prior  to  the  date  on  which 
such  return  is  made;  [except  that  there  shall  be  added  to  the  rate  of  tax  pre- 
scribed by  section  13  (a)  a  rate  of  2  per  centum,  but  the  tax  at  such  increased 
rate  shall  be  considered  as  imposed  by  section  13  (a)]  except  that  the  rate  of  tax 
shall  be  15^4  per  centum,  in  lieu  of  the  rates  prescribed  by  section  13  (o),  but  the 
tax  at  such  rate  of  WYi  per  centum  shall  be  considered  as  imposed  by  section  13  (a). 

SEC.  201.  TAX   ON   UFE  INSURANCE   COMPANIES. 

******* 

(b)  Rate  of  Tax. — In  lieu  of  the  tax  imposed  by  section  13,  there  shall  be 
levied,  collected,  and  paid  for  each  taxable  year  upon  the  net  income  of  every  life 
insurance  company  a  tax  as  follows: 

(1)  In  the  case  of  a  domestic  life  insurance  company,  [13^  per  centum  of] 
a  tax  at  the  rates  specified  in  section  13  upon  the  amount  of  its  net  income  in 
excess  of  the  credit  provided  in  subsection  (c)  of  this  section; 

(2)  In  the  case  of  a  foreign  life  insurance  company,  [13%  per  centum  ofj 
a  tax  at  the  rates  specified  in  section  13  upon  the  amount  of  its  net  income  from 
sources  within  the  United  States  in  excess  of  the  credit  provided  in  subsection 

(c)  of  this  section. 


SEC.  204.  INSURANCE  COMPANIES  OTHER  THAN  LIFE  OR  MUTUAL. 

(a)  Imposition  of  Tax. — In  lieu  of  the  tax  imposed  by  section  13  of  this  title, 
there  shall  be  levied,  collected,  and  paid  for  each  taxable  year  upon  the  net 
income  of  every  insurance  company  (other  than  a  life  or  mutual  insurance 
company)  a  tax  as  follows: 

(1)  In  the  case  of  such  a  domestic  insurance  company,  [13%  per  centum  of  J 
a  tax  at  the  rates  specified  in  section  13  upon  the  amount  of  its  net  income  in 
excess  of  the  credit  provided  in  subsection  (f)  of  this  section; 

(2)  In  the  case  of  such  a  foreign  insurance  company,  [13ft  per  centum  of] 
a  tax  at  the  rates  specified  in  section  13  upon  the  amount  of  its  net  income  from 
sources  within  the  United  States  in  excess  of  the  credit  provide  !  in  subsection 
(f)  of  this  section. 


SEC.  702.  EXCESS-PROFITS  TAX. 

(a)  There  is  hereby  imposed  upon  the  net  income  of  every  [corporation,] 
corporation  for  each  income-tax  taxable  year  ending  after  the  close  of  the  first 
year  in  respect  of  which  it  is  taxable  under  section  701,  an  excess-profits  tax 
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[equivalent  to  5  per  centum  of  such  portion  of  its  net  income  for  such  income- 
tax  taxable  year  as  is  in  excess  of  12^-^  per  centum  of  the  adjusted  declared  value 
of  its  capital  stock  (or  in  the  case  of  a  foreign  corporation  the  adjusted  declared 
value  of  capital  emploj'ed  in  the  transaction  of  its  business  in  the  United  States) 
as  of  the  close  of  the  preceding  income-tax  taxable  year  (or  as  of  the  date  of 
organization  if  it  had  no  preceding  income-tax  taxable  year)  determined  as  pro- 
vided in  section  701.3  equal  to  the  sum  of  the  following: 

5  per  centian  of  such  portion  of  its  net  income  for  such  income-tax  taxable  year 

as  is  in  excess  of  S  per  centum  and  not  in  excess  of  IS  per  centum  of  the  adjusted 

declared  value; 

10  per  centum  of  such  portion  of  its  net  income  for  such  inco7ne-tax  taxable  year 

as  is  in  excess  of  13  per  centum  and  not  in  excess  of  16  per  centum  of  the  adjusted 

declared  value; 

15  per  centum  of  such  portion  of  its  net  income  for  such  income-tax  taxable  year 

as  is  in  excess  of  16  per  centum  and  not  in  excess  of  25  per  centum  of  the  adjusted 

declared  value; 

20  per  centum  of  such  portion  of  its  net  income  for  such  inco7ne-tax  taxable  year 

as  is  in  ex-cess  of  25  per  centum  of  the  adjusted  declared  value. 

(b)  The  adjusted  declared  value  shall  be  deiermined  as  provided  in  section  701  as 
of  the  close  of  the  preceding  income-tax  taxable  year  (or  as  of  the  date  of  organization 
if  it  had  no  preceding  inco7ne-tax  taxable  year) .  If  the  income-tax  taxable  year  in 
respect  of  which  the  tax  under  this  section  is  imposed  is  a  period  of  less  than  12 
months,  such  adjusted  declared  value  shall  be  reduced  to  an  amount  which  bears 
the  same  ratio  thereto  as  the  number  of  months  in  the  period  bears  to  12  months. 
For  the  purposes  of  this  eection  the  net  income  shall  be  the  same  as  the  net 
income  for  income-tax  purposes  for  the  year  in  respect  of  which  the  tax  under 
this  section  is  imposed. 

[(b) 3  (c)  All  provisions  of  law  (including  penalties)  applicable  in  respect  of 
the  taxes  imposed  by  Title  I  of  this  Act,  shall,  insofar  as  not  inconsistent  with 
this  section,  be  applicable  in  respect  of  the  tax  imposed  by  this  section,  except 
that  the  provisions  of  section  131  of  that  title  shall  not  be  applicable. 


VIEWS  OF  THE  MINORITY 

We  the  Republican  members  of  the  Ways  and  Means  Committee 
are  opposed  to  the  enactment  of  this  bill. 

That  it  is  nothing  but  a  political  gesture  seems  to  be  universally 
conceded.  That  it  will  fail  to  raise  any  appreciable  amount  of  revenue 
cannot  be  denied. 

If  this  bill  serves  no  other  purpose,  it  will  at  least  demonstrate  to 
the  country  that  the  extravagant  and  wasteful  expenditures  of  the 
Democratic  administration  cannot  be  met  merely  by  "soaking  the 
rich."  Although  it  imposes  rates  of  taxation  which  border  on  the 
point  of  actual  confiscation,  its  proponents  estimate  that  it  will 
produce  only  $270,000,000  of  revenue.  This  amount  would  pay  the 
running  expenses  of  the  Government  for  less  than  2  weeks,  and  it 
falls  $3,305,000,000  short  of  meeting  the  deficit  for  the  last  fiscal 
year.  Even  as  a  redistribution  of  wealth  measure,  it  would  provide 
but  $2.25  for  each  of  our  120,000,000  people. 

The  bill  makes  it  perfectlj^  obvious  to  the  great  masses  of  our 
people  that  in  the  last  analysis  they,  and  not  the  rich,  are  going  to 
be  required  to  assume  the  greater  portion  of  the  cost  of  the  adminis- 
tration's profligate  expenditures.  As  they  become  painfully  aw^are 
of  the  fact  that  a  part  of  every  dollar  the  administration  spends  is 
eventually  going  to  be  collected  from  them  in  burdensome  and  oppres- 
sive taxes,  we  believe  they  will  insist  mth  us  that  this  orgy  of  expendi- 
ture be  speedily  terminated. 

In  opposing  this  bill,  we  are  not  taking  a  stand  inconsistent  with 
our  previously  expressed  attitude  in  favor  of  a  balanced  Budget, 
which  we  still  favor,  but  it  should  be  balanced  by  reducing  expendi- 
tures and  not  wholly  by  increasing  taxes.  The  administration  has 
no  right  to  increase  the  tax  burden  on  either  rich  or  poor  until  it 
has  first  adopted  a  sane  spending  program. 

We  have  said  that  this  is  a  political  gesture.  By  that  we  mean  it 
was  intended  to  catch  votes.  Only  last  Januar}^,  in  his  Budget 
message,  the  President  said  that  he  did  not  "consider  it  advisable  at 
this  time  to  propose  any  new  or  additional  taxes  for  the  fiscal  year 
1936."  "VMiat  caused  the  President  to  change  his  mind  between 
January  7,  when  he  presented  the  Budget,  and  June  19,  the  date  of 
his  so-called  "share  the  wealth"  tax  message? 

The  Secretary  of  the  Treasury  was  asked  this  direct  question  during 
his  brief  but  imilluminating  appearance  before  the  Ways  and  Means 
Committee,  but  under  the  protection  of  the  Democratic  members  he 
avoided  an  answer.  The  fact  is  that  the  President's  tax  message  came 
at  a  time  when  the  administration's  popularity  and  prestige  were 
rapidly"  on  the  decline,  and  it  served  to  divert  public  attention  from 
the  criticisms  which  were  being  leveled  at  the  President  and  his 
policies.  It  doubtless  had  a  secondary  purpose  of  undermining  the 
increasing  political  strength  of  the  two  chief  exponents  of  the  "share 
the  wealth"  and  "soak  the  rich"  philosophy  by  making  a  bid  for  the 
support  of  their  large  army  of  followers. 

17 
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It  will  be  recalled  that  when  the  President  attempted  to  force  the 
enactment  of  his  tax  program  within  a  period  of  5  days  by  having  it 
included  as  a  Senate  amendment  to  the  nuisance  tax  extension  bill, 
a  storm  of  public  indignation  expressed  by  the  press  throughout  the 
country  forced  him  to  abandon  this  scheme  and  rely  upon  the  Ways 
and  Means  Committee  to  report  out  a  separate  bill. 

It  is  generally  known  that  the  Democratic  members  of  the  com- 
mittee were  not  only  indifferent,  but  actually  hostile  to  his  proposals. 
That  the  bill  now  comes  before  the  House  with  their  approval  is  fur- 
ther evidence  of  the  fact  that  the  ma,jority  are  not  guided  by  their 
convictions  but  by  the  orders  they  receive  from  the  White  House. 

The  Democratic  members  of  the  Ways  and  Means  Committee  are 
bound  under  the  unit  rule  which  results  in  a  majority  of  their  mem- 
bers binding  the  minority.  There  is  no  question  that  the  Democratic 
minority  was  sufficient  in  numbers  when  joined  with  the  Republicans 
to  have  rejected  important  portions  of  the  bill.  Representative 
government  ceases  to  exist  imder  such  a  system. 

The  Democratic  majority,  in  order  to  avoid  a  direct  slap  at  their 
own  admmistration  with  a  Presidential  election  in  the  offing,  have 
reluctantly  tried  to  pull  the  President's  political  chestnuts  from  the 
fire.  Their  effort  bears  all  the  earmarks  of  being  a  mere  face-saving 
gesture.  They  will  undoubtedly  make  every  effort  to  justify  the  bill 
as  a  revenue  measure,  but  a  casual  reading  of  the  President's  message 
clearly  indicates  that  it  was  not  so  intended,  and  it  certainly  was  not 
so  interpreted  by  the  country.  The  Secretary  of  the  Treasury,  in 
liis  statement  before  the  committee,  indicated  that  the  Treasury's 
"primary  interest"  in  the  legislation  was  in  the  revenue  wliich  it 
might  raise,  and  the  majority  members  tried  to  infer  from  this  state- 
ment that  revenue  was  its  primary  "purpose."  The  references  in 
the  President's  message  to  the  "very  sound  public  policy  of  encourag- 
ing a  wider  distribution  of  wealth"  and  the  duty  of  government  to 
restrict  large  incomes  "by  very  high  taxes"  prevent  any  such  purpose 
being  ascribed. 

We  cannot  criticize  too  vehemently  the  procedure  by  which  this 
bill  has  been  proposed,  considered,  and  is  now  being  rushed  to  passage. 
Brief  hearings  were  conducted  by  the  committee  with  nothing  before 
it  but  the  President's  message.  As  his  proposals  were  rather  nebulous, 
and  as  no  tentative  draft  or  outline  of  a  bill  had  been  prepared,  the 
hearings  were  more  or  less  of  a  farce.  Unlike  his  predecessors  in 
office,  the  Secretary  of  the  Treasury  failed  to  make  any  definite 
suggestions  for  carrying  out  the  President's  proposals,  or  even  indi- 
cate how  much  revenue  the  bill  should  raise. 

At  the  close  of  the  hearings,  the  chairman  definitely  stated  (see 
hearings,  p.  341)  that  when  the  committee  met  in  executive  session 
"the  minority  will  be  called  in  and  wall  know  everything  that  goes  on, 
so  far  as  the  preparation  of  the  bill  is  concerned."  Nevertheless, 
after  two  or  tliree  preliminary  meetings,  the  minority  were  excluded 
and  the  Democrats  proceeded  to  write  the  bill  behind  barred  doors. 
We  do  not  doubt  the  good  faith  of  the  chairman  in  making  the  fore- 
going statement,  but  in  view  of  the  political  character  of  this  bill,  and 
the  fact  that  there  was  considerable  difference  of  opinion  among  the 
Democratic  members  as  to  the  expediency  of  the  President's  proposals 
and  certain  provisions  in  the  bill,  they  doubtless  excluded  the  minority 
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in  order  that  they  might  iron  out  their  differences  in  private,  and 
thereby  work  the  will  of  a  minority  of  the  committee. 

The  minority  members  saw  a  copy  of  the  tentative  draft  of  this  bill 
for  the  first  time  yesterday  morning.  The  introduced  copy  first  be- 
came available  today.  Hence,  it  is  not  possible  for  us  to  make  any 
detailed  analj^sis  of  the  bill.  However,  we  shall  make  a  few  general 
comments. 

We  concede  the  equity  and  fairness  of  making  those  with  large  in- 
comes contribute  their  fair  share  of  the  tax  burden,  but  we  do  not 
think  it  is  good  business  for  the  Federal  Government  to  increase  the 
progressive  rates  of  the  income  tax  to  the  point  where  they  are  pro- 
ductive of  decreased,  rr.ther  than  increased  revenue.  The  law  of 
diminishing  returns  is  as  immutable  as  the  stars,  and  there  is  no  way 
in  which  the  laws  passed  by  Congress  can  escape  its  operation. 

In  this  connection  it  is  interesting  to  note  the  observations  of  a 
former  Democratic  Secretary  of  the  Treasury,  Hon.  Carter  Glass, 
upon  the  effect  of  excessive  surtaxes.  In  his  a,nnual  report  for  the 
fiscal  year  1919,  Secretary  Glass  said: 

The  upmost  brackets  of  the  surtax  have  already  passed  the  point  of  pro- 
ductivity and  the  only  consequence  of  any  further  increase  would  be  to  drive 
possessors  of  the^e  great  incomes  more  and  more  to  place  their  wealth  in  the 
billions  of  dollars  of  wholly  exempt  securities  lieretofore  issued  and  still  being 
issued  by  States  and  municipalities,  as  well  as  those  heretofore  issued  by  the  United 
States.  This  process  not  only  destroys  a  source  of  revenue  to  the  Federal  Govern- 
ment, but  tends  to  withdraw  the  capital  of  very  rich  men  from  the  development  of 
new  enterprises  and  place  it  at  the  disj)osal  of  State  and  municipal  governments 
upon  terms  so  easy  to  them  (the  cost  of  exemptions  from  taxation  falling  more 
heavily  upon  the  Federal  Government)  as  to  stimulate  wasteful  and  nonpro- 
ductive expenditure  by  State  and  municipal  governments. 

The  following  year  another  Democratic  Secretary  of  the  Treasury, 
Hon.  David  F.  Houston,  who  succ^eeded  Secretary  Glass  to  that  office, 
also  commented  on  the  adverse  affects  of  the  higher  surtax  brackets, 
and  said: 

It  seems  idle  to  speculate  in  the  abstract  as  to  whetheror  notaprogressive  income 
tax  schedule  rising  to  rates  in  excess  of  70  percent  is  justifiable.  We  are  con- 
fronted with  a  condition,  not  a  theory.  The  fact  is  that  such  rates  cannot  be 
successfully  collected. 

Since,  as  Secretary  Houston  has  said,  excessive  surtaxes  "cannot 
be  successfully  collected",  and  since  their  tendency  is  to  drive  invest- 
ments from  the  channels  of  trade  and  industry  into  tax-exempt 
securities,  the  result  of  their  imposition  actually  will  be  to  decrease, 
rather  than  increase,  the  revenue,  and  necessitate  the  imposition  of 
additional  burdens  on  the  less  well-to-do.  Thus,  the  "soak  the  rich" 
proposal  of  the  President  will  in  the  end  result  in  unloading  an  in- 
creased tax  burden  on  those  of  small  earnings. 

We  believe  that  the  fallacy  of  the  theory  that  exhorbitantly  high 
income  taxes  put  the  burden  of  taxation  on  the  rich  and  relieve  the 
poor  has  been  clearly  demonstrated.  We  commend  to  the  large  masses 
of  people  to  whom  this  bill  is  intended  to  appeal,  the  wise  words  of 
the  present  occupant  of  the  White  House  when  he  was  a  candidate  for 
the  Presidency,  which  evidently  he  has  since  forgotten.  Speaking  at 
Pittsburgh  on  October  19,  1932,  Mr.  Roosevelt  said: 

Taxes  are  paid  in  the  sweat  of  every  man  who  labors  because  they  are  a  burden 
on  production  and  can  be  paid  only  by  production.  If  excessive,  they  are 
reflected  in  idle  factories,  tax-sold  farms,  and,  hence,  in  hordes  of  the  hungry 
tramping  the  streets  and  seeking  jobs  in  vain. 
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Our  workers  may  never  see  a  tax  bill,  but  they  pay  in  deductions  from  wages, 
in  increased  cost  of  what  they  buy,  or  (as  now)  in  broad  cessation  of  employment. 

There  is  not  an  unemployed  man — there  is  not  a  struggling  farmer —  whose 
interest  in  this  subject  is  not  direct  and  vital. 

GRADUATED    INCOME    TAX    ON    CORPORATIONS 

The  President  in  bis  message  suggested  that  corporations  be  taxed 
according  to  their  size,  instead  of  tbe  present  flat  rate  of  13/4  percent. 
He  indicated  that  tbe  rate  for  smaller  corporations  "might  well  be 
reduced  to  10%  percent,  and  the  rates  graduated  upward  to  a  rate  of 
16%  percent  on  net  income  in  the  case  of  the  largest  corporations." 

The  obvious  purpose  of  this  proposal  was  not  to  raise  additional 
revenue,  but  to  break  up  the  large  corporations.  It  was  universally 
criticized  on  the  ground  that  it  failed  to  look  beyond  the  corporate 
entity  to  the  millions  of  stockholders,  most  of  them  of  small  means, 
who  actually  make  up  the  larger  corporations.  It  was  pointed  out  at 
the  hearings  that  this  proposal  would  penalize  a  small  stockholder 
who  might  own  a  few  shares  of  stock  in  a  large  corporation,  while  a 
wealthy  stockholder  owning  a  large  share  of  the  stock  of  a  small 
corporation  would  be  greatly  benefited.  Moreover,  it  completely 
disregards  the  fact  that  a  large  coiporation  might  be  taxed  heavily 
on  a  small  rate  of  return,  while  a  small  corporation  might  be  taxed 
Hghtly  on  a  large  return. 
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CONTRIBUTIONS  TO  CHARITY 


?N 


We  deem  it  a  mistake  not  to  have  provided  an  exemption  from  the 
corporation  income  tax  on  gifts  made  by  corporations  to  community 
chests  and  other  charities.  It  is  the  announced  policy  of  the  adminis- 
tration to  throw  the  burden  of  caring  for  unemployables  back  on  the 
States  and  local  communities.  When  this  occurs  there  are  only  two 
ways  they  can  be  provided  for.  One  is  by  direct  taxation  on  the 
people  of  the  local  communities  through  taxation  of  homes,  farms, 
and  other  real  estate;  the  other  is  through  private  charity.  If  cor- 
porations are  public  spirited  enough  to  make  contributions  to  chari- 
ties, we  believe  their  contributions  for  such  purposes  should  be  exempt 
from  taxation  exactly  as  is  done  in  the  case  of  individuals. 

EXCESS-PROFITS    TAX 

The  bill  increases  tremendously  the  present  excess-profits  tax  by 
lowering  the  allowable  rate  of  return  on  the  declared  value  of  the 
corporation's  capital  stock  to  8  percent,  and  taxing  profits  in  excess  of 
that  return  at  graduated  rates  ranging  from  5  to  25  percent. 

The  expediency  of  making  so  radical  a  change  in  the  present 
excess-profits  tax,  even  if  a  redeclaration  of  value  were  allowed,  is  at 
least  questionable.  Businesses  have  been  operating  at  a  loss  for  many 
years.  The  losses  which  they  have  suffered  in  past  years  are  not  de- 
ductible in  computing  their  taxable  income  in  current  years.  Hence, 
it  would  seem  unfair  to  make  them  pay  so  great  an  excess-profits 
tax  on  these  earnings  at  this  time  in  addition  to  the  regular  corpora- 
tion income  tax.  The  time  to  impose  an  excess-profits  tax  is  when 
conditions  are  prosperous,  not  when  industry  is  struggling  to  get  on 
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its  feet.     What  the  coiintiy  needs  is  not  more  tax  on  income,  but 
more  income  to  tax. 

PROPOSED    TAX    ON    INHEKITANCES 

In  response  to  the  President's  demand  for  a  "v.dder  distribution  of 
wealth",  tliere  has  been  incUided  in  the  bill  a  proposed  new  tax  on 
inheritances,  to  be  levied  in  a^ldition  to  the  present  Federal  and  State 
taxes  on  estates  and  inheritances.  The  existing  death  taxes  take  as 
much  as  60  percent  of  an  estate  before  distribution,  and  the  pending 
bill  proposes  to  take  up  to  75  percent  of  what  is  left  when  distributed 
to  the  beneficiaries. 

The  adverse  efl'ect  of  such  a  tax  in  tlie  case  of  an  estate  such  as  that 
of  a  certam  well-known  automobile  manufacturer  is  quite  evident. 
This  gentleman  has  plants  in.  various  parts  of  the  country  employing 
thousands  of  people  and  indirectly  giving  employment  to  thousands 
of  others.  His  wealth  consists  alm^ost  exclusively  of  physical  prop- 
erties. Assuming  for  the  sake  of  argument  that  their  value  was 
$100,000,000,  and  of  course  they  are  worth  many  times  this  amount, 
the  present  Federal  and  State  death  taxes  would  amount  to  a  little 
less  than  $60,000,000.  Assuming,  further,  that  an  only  son  were  the 
sole  beneficiary  of  the  estate,  the  $40,000,000  which  he  would  be 
entitled  to  receive  would  be  taxed  a  little  less  than  $30,000,000, 
leavmg  a  balance  of  approximately  $10,000,000  out  of  the  $100,000,000 
estate.  How  the  $90,000,000  tax  could  be  paid  v/ithout  the  Federal 
Government  taking  over  the  plants  is  problematical.  This  tax 
policy  followed  over  a  period  of  years  would  automatically  take  is 
into  socialism. 

Any  tax  which  practically  confiscates  private  capital  is  funda- 
mentally wrong,  unless  we  are  to  adopt  the  communistic  system. 
It  is  private  capital  that  makes  up  the  national  wealth.  It  is  private 
capital  that  gives  employment  to  labor.  If  this  capital  is  to  be 
consumed  in  paying  the  running  expenses  of  the  Governm.ent,  then 
the  pending  tax  measure  becomes  not  a  bill  to  redistribute  wealth, 
but  a  bill  to  redistribute  poverty. 

CONCLUSION 

As  we  have  previously  indicated,  this  bill  is  a  political  gesture  at 
social  reform.     It  is  not  a  revenue  bill. 

We  regret  that  the  tax  issue  has  been  raised  at  the  present  session 
of  Congress  by  means  of  a  bill  of  tliis  sort.  The  fact  is  that  the 
Democratic  administration  does  not  have  the  courage  to  present  a 
comprehensive  tax  program,  and  it  has  made  no  step  in  that  direction 
since  it  assumed  control  of  the  Government  in  March  1933. 

In  closing,  we  wish  to  emphasize  again  that  this  bill  is  not  going 
to  relieve  the  great  masses  of  the  people  of  the  ultimate  burden  of 
paying  for  the  administration's  extravagant  expenditures,  including 
the  interest  and  service  charges  upon  the  national  debt.  The  people 
are  already  aware  of  the  fact  that  this  administration  has  spent  more 
money  in  2^  years  than  was  spent  to  run  the  country  in  the  124  years 
from  the  administration  of  Washington  to  that  of  Woodrow  Wilson. 
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They  are  beginning  to  wonder  wiiere  this  wild  spending  will  end  and 
who  is  going  to  pay  the  bill. 

The  necessity  of  reestablishing  confidence  in  the  mind  of  the 
American  people  is  apparent,  and  no  more  heartening  message  could 
be  sent  to  them  than  that  a  genuine  attempt  to  balance  the  Budget 
was  being  made  by  the  Congress.  This  could  be  done  if,  in  connection 
with  a  thorough  revision  of  th-e  tax  structure  all  along  the  line,  this 
administration  would  radically  reduce  its  spending  program,  which 
threatens  the  credit  of  the  National  Government. 

Allen  T.  Treadway. 

Isaac  Bacharach. 

Frank  Crowther. 

Daniel  A.  Reed. 

Roy  O.  Woodruff. 

Thomas  A.  Jenkins. 
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